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MEMORANDUM FI NDI NGS OF FACT AND CPI NI ON

GCEKE, Judge: Petitioner chall enges respondent’s
determ nation that she is not entitled to relief fromjoint and
several liability under section 6015(b) or, in the alternative,

under section 6015(f) for the taxable year 1983.! Petitioner

1Unl ess otherwi se indicated, all section references are to
(continued. . .)
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seeks relief fromrespondent’s determ nation of a joint and
several tax liability (including interest) of $2,884,120.91. As
expl ai ned herein, we find petitioner is entitled to relief under
section 6015(Db).
FI NDI NGS OF FACT

Sone of the facts have been stipulated and are so found.
The stipulations of fact are incorporated herein by this
reference. Petitioner resided in Lanpe, Mssouri, at the time her
petition was filed. Petitioner has been married to Ronald
Campbel | (M. Canpbell) since 1968. Petitioner has an
under graduat e degree in sociology and a naster’s degree in
speci al education. |In addition, petitioner obtained a |licensed
practical nurse (LPN) certification in 1994. During the year at
i ssue, petitioner was primarily a honemaker. At the present
time, petitioner is enployed at Skaggs Conmmunity Hospital as an
LPN.

Petitioner's Relationship Wth Ronald Campbell

Petitioner did not participate in and had little know edge
of M. Canmpbell’s business matters. M. Canpbell was a
commodities broker and trader. During their marriage, petitioner
pai d the househol d expenses from her personal checki ng account

that M. Canpbell funded through wire transfers froma

Y(...continued)
the I nternal Revenue Code, and all Rule references are to the Tax
Court Rules of Practice and Procedure.
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commodities account in petitioner’s nane at Refco, Inc. (Refco),
a trading clearinghouse. M. Canpbell stated that he transferred
approxi mately $100,000 to petitioner’s account every few nonths.

Petitioner's Assets and Liabilities

On or about February 1, 1983, the Canpbells purchased a hone
in Naperville, Illinois, for $321,000. On August 16, 1982, M.
Canpbel | had transferred $1 nillion to petitioner’s personal
account fromprofits in petitioner’s Refco account by securing a
check from Refco issued to petitioner for that anount.
Petitioner used those funds to purchase the home and several
certificates of deposit. The house was not subject to a nortgage
| oan. Petitioner and M. Canpbell resided in the Naperville hone
from February 1 through Decenber 31, 1983. Sonetine in 1990, the
Canpbell s sold one of two lots on which the Naperville hone was
| ocated for approximately $165,000. In 1993, they sold the
remaining | ot for approxi mtely $393,000. |In 1990, the Canpbells
purchased a hone in petitioner’s nanme in Lanpe, M ssouri (the
Lanpe home), for approximately $181, 000. The Lanpe hone has
remai ned an asset exclusively owned by petitioner. They used
sone of the proceeds fromthe sale of the Naperville property to
purchase the Lanpe hone.

As of the end of the taxable year 2000, petitioner had an
i ndi vidual retirement account with a fair market val ue of

$35,833. As of August 14, 2003, there has been no nortgage or
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ot her encunbrance on the Lanpe honme. As of March 3, 2005, the
Lanpe honme had an approximate fair nmarket val ue of $183, 000.
Petitioner had a bal ance of approximately $25,000 in her

retirement account at Skaggs Community Hospital as of the date of

trial. In addition, petitioner owed a 1993 Ford Explorer at the
time of trial. Petitioner had no other assets of significant
val ue.

Petitioner’s Account at Refco

The commodities trading account in petitioner’s nane with
Ref co was opened in 1979 under her Social Security nunber by M.
Campbell. M. Canpbell directed the trading activity in this
account. During the taxable year 1983, petitioner had a net gain
of $3,505,382 fromtrades in her Refco account. Petitioner did
not have know edge of this gain. The account statenents show ng
the gains and | osses in petitioner’s account were addressed to
petitioner and nailed to her honme address; however, petitioner
asserts that she did not open them Petitioner stated that she
handed over the unopened statenents to M. Canpbell. Petitioner
mai nt ai ned one or nore comodity tradi ng accounts wth Refco
until at |east Decenber 31, 1989.

Petitioner never had any control over the funds in her Refco
account. An exam nation of her statenments from Refco reveals a
fluctuating bal ance, evidencing a constant inflow and w t hdrawal

of funds. The only access petitioner had to her account was
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indirectly through the allowance that M. Canpbell would deposit
in her bank account in order for her to be able to wite the
famly checks. Even when petitioner bought the Naperville hone
in 1982, she did so with noney that M. Canpbell gave to her from
the profits in her account, rather than wthdraw ng the funds
herself. Petitioner had no know edge of the trading activities,
nor was she aware of the balance in the account at any given
time.

M. Campbell’'s Trading Activities

M. Canpbell directed trading activities for his own account
and the accounts of others, including one or nore accounts owned
by petitioner. During the taxable year 1983, M. Canpbell held a
5-percent partnership interest in Refco Foods, Ltd., a business
t hat bought, resold, and hedged neat products. Refco Foods,

Ltd., is a distinct entity from Refco, which as previously

di scussed is a trading clearinghouse in which M. Canpbell has no
ownership interest. At the end of the taxable year 1983, Refco
Foods, Ltd., had a | oss of approximately $2.6 mllion inits
futures spread incone account.

During the sane year, M. Canpbell operated a business
call ed Refco Foods Too, a neat comodities tradi ng conpany, as a
sol e proprietorship. Refco Foods Too had net | osses of
approxi mat el y $600, 000 for the taxable year 1983. In addition,

during the taxable year 1983, M. Canpbell was the president and
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sol e sharehol der of Canpco, Inc., a C corporation. Canpco, Inc.,
reported taxable income of $16,005 in its Federal incone tax
return for the fiscal year endi ng August 31, 1983.

London Metal Exchange Transaction

Sonetine in late 1983, M. Canpbell had discussions with Tom
Meyers, the CFO of Refco Foods, Ltd., with respect to what has
been described as a London straddle (London straddle). The
London straddl e was conducted through Van Lessen Ri chardson & Co.
(Van Lessen), a brokerage firmcontrolled by David Lanb, who was
one of the individuals organizing the London straddle. M.
Campbel | stated that he funded the London straddl e by
transferring approximately $2.6 mllion frompetitioner’s Refco
tradi ng account to the Van Lessen account in 1983. M. Canpbell
explained in his testinony that he took roughly $2.6 nmillion from
the trading account in his wife’'s nane at Refco as part of the
schene to generate offsetting | osses and he subsequently used
those funds to satisfy the losses in Refco Foods Too and Refco
Foods, Ltd. Petitioner was not aware that M. Canpbell w thdrew
the $2.6 mllion. Nor did M. Canpbell consult her about making
the withdrawal. The funds were never returned to the account in
petitioner’s nanme and never benefited petitioner.

The purported | osses generated by the transactions on the
London straddle were fictitious. During preparation of the

Canpbel |l s’ 1983 joint inconme tax return, Jack Esses, a tax return
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preparer with the firmof Mrcus, Esses, & Associates, Ltd.,
informed M. Canpbell that the $2,591,028 [ oss fromthe London
straddl e woul d not be allowed by the Internal Revenue Service
(IRS). Nevertheless, M. Canpbell instructed that the | oss be
included in the 1983 joint Federal income tax return. M.
Canpbell did not informpetitioner about M. Esses’s warning.
M. Canpbell also never told petitioner about the London
straddl e, nor that he made any kind of investnent with the noney
from her Refco account.

After the London straddle in 1983, M. Canpbell was not able
to make any noney on the comodities market. M. Canpbell
explained in his testinony that the market substantially changed,
and he was unable to nmake any noney fromtrading. After 1983,

t he Canpbells noved to a rural area of Mssouri. M. Canpbell’s
financial situation did not substantially inprove until recently.

1983 Tax Return

The Canpbells filed a joint incone tax return for the 1983
taxabl e year. M. Esses prepared that return. The Canpbells
reported adjusted gross incone of $48,865 and a negative taxable
i ncome of $57,956. Further, the Canpbells reported an
over paynment of $314,229. As a result of the London straddle,
petitioner and M. Canpbell reported a net |oss of $2,591, 028
fromthe Van Lessen account on Schedule D, Capital Gains and

Losses; Form 6781, Gains and Losses from Regul ated Futures
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Contracts and Straddle Positions; and Statenent 6, Regul ated
Futures Contract Marked to Market, which were all attached to the
1983 joint Federal inconme tax return.

Petitioner signed the 1983 joint incone tax return.
Petitioner did not review the 1983 incone tax return before
signing it. Further, petitioner did not have any di scussions
with, or make any inquiries of, M. Canpbell or M. Esses about
the 1983 tax return before or at the tinme of signing it.

Audit of 1983 Return

In 1986, the Canpbells’ joint Federal 1983 joint tax return
was chosen for audit. The audit of the 1983 joint tax return was
the result of a crimnal conplaint filed by the U S. District
Attorney for the Central District of California against the
i ndi vi dual s who organi zed the London straddle. The conpl aint
al l eged that the six individuals prearranged conmmodity
transactions using the Van Lessen brokerage firm The Federal
Bureau of Investigation uncovered evi dence of a prearranged
comodity transaction by M. Canpbell that resulted in a | oss of
$2, 684, 000 and a correspondi ng gain of $2,645,000 for Refco
Foods, Ltd. The $2.684 mllion |oss generated the net |oss of
$2,591, 028 fromthe Van Lessen account clainmed on the 1983 income

tax return.



Appeal s Process

The Canpbells received a proposed notice of deficiency (30-
day letter) dated March 5, 1990, proposing a deficiency in incone
tax for the taxable year 1983 of $2,371,975 and additions to tax
aggregating $1,886,986. The Canpbells tinely protested this
proposed deficiency, and the case was sent to the Appeals Ofice.
On Septenber 25, 1998, the Canpbells executed Form 870- AD, Wi ver
of Restrictions on Assessnent and Col | ection of Deficiency in Tax
and Acceptance of Overassessnent, for the 1983 tax year (the 1983
settlenment). In the 1983 settlenent, the Canpbells consented to
t he assessnent and collection of a $598, 826 deficiency (not
including interest). Further, the Canpbells conceded that
$435, 401 of the deficiency resulted froma tax-notivated
transaction. On Decenber 29, 1998, the Canpbells received a
noti ce of assessnent of $2,804,014.43. Under the Form 870- AD,
petitioner was entitled to file a claimfor innocent spouse
relief under section 6015. In May 2002, M. Canpbell submtted
an offer-in-conprom se with respect to the 1983 tax liability of
$100, 000, which respondent eventually accepted on the grounds of
doubt as to collectibility. The Canpbells paid the $100, 000 by
stripping their retirenment accounts and borrow ng noney from
petitioner’s nother.

On or around April 14, 1999, petitioner submtted a Form

8857, Request for Innocent Spouse Relief (And Separation of
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Liability and Equitable Relief), requesting relief pursuant to
section 6015(b), (c), or (f) for the taxable year 1983. On
August 9, 2000, respondent sent petitioner an initial letter
(Letter 3277) notifying her that she was not entitled to relief
under section 6015(b) for the taxable year 1983. On Septenber
22, 2000, petitioner sent a protest letter to respondent in
response to respondent’s notification letter outlining the
reasons that petitioner believed respondent’s determ nati on was
i ncorrect.

Petitioner submtted a Form 433-A, Collection Information
Statenent for Wage-Earners and Sel f - Enpl oyed Individuals, to
respondent on Septenber 12, 2003. |In petitioner’s Form 433-A,
she reported assets totaling $197, 155 (including the Lanpe hone
val ued at $183,000). Petitioner had no outstanding liabilities
and al so reported gross nonthly earnings of $2,061 and |iving
expenses of $1,674. M. Canpbell also reported his assets and
l[iabilities in the Form 433-A

Fi nal Notice of Determ nation

On January 23, 2004, the Appeals Ofice sent to petitioner a
Notice of Determ nation Concerning Your Request for Relief From
Joint and Several Liability Under Section 6015 (notice of
determ nation) denying petitioner’s request for relief fromjoint
and several liability. The notice of determ nation denied relief

only under section 6015(f) and did not nention section 6015(b).
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However, the report by the Appeals officer acconpanying the
notice of determ nation denied petitioner relief under section
6015(b) because (1) petitioner had actual or constructive
knowl edge of all or part of the understatenent, and (2) the
Appeal s officer determned that it was not inequitable to hold
petitioner liable for the deficiency. The notice of
determ nation stated that petitioner was not entitled to relief
fromjoint and several liability for the taxable year 1983 under
section 6015(f). In making this determ nation, the Appeals
of ficer evaluated petitioner’s request under Rev. Proc. 2003-61
2003-2 C. B. 296.2

On April 22, 2004, petitioner tinely filed a petition with
this Court under section 6015(e) seeking review of respondent's

det erm nati on

2Rev. Proc. 2003-61, 2003-2 C. B. 296, is effective only for
requests for relief filed on or after Nov. 1, 2003, or requests
for relief pending on Nov. 1, 2003, for which no prelimnary
determ nation |etter had been issued as of Nov. 1, 2003. The
request for relief in this case was filed on Apr. 14, 1999, and a
prelimnary determ nation |letter denying petitioner relief was
i ssued on Aug. 9, 2000. Therefore, Rev. Proc. 2000-15, 2000-1
C.B. 447, should have been used to consider this case. There is
no basis to conclude, however, that the Appeals officer would
have reached a different concl usion under Rev. Proc. 2000-15,

supra.
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OPI NI ON
Cenerally, married taxpayers may elect to file a joint

Federal inconme tax return. Sec. 6013(a). Section 6013(d)(3)
provi des that taxpayers filing a joint return are jointly and
severally liable for all taxes due. However, under certain
ci rcunst ances, section 6015 provides relief to taxpayers seeking
to be relieved fromjoint and several liability. Section 6015
offers three types of relief: (1) Full or partial relief under
section 6015(b); (2) proportionate relief under section 6015(c);
and (3) equitable relief under section 6015(f). Petitioner seeks
relief fromjoint and several liability under section 6015(b), or
in the alternative, section 6015(f). W have jurisdiction to
determ ne whether equitable relief is available to petitioner for
the deficiency in tax shown on her joint return. See EwW ng v.

Conmm ssioner, 118 T.C 494, 502 (2002).

The taxpayer who files a petition under section 6015(e)
general ly bears the burden of proof with certain exceptions not

applicable in this case. Rule 142(a); At v. Conmm ssioner, 119

T.C. 306, 311 (2002), affd. 101 Fed. Appx. 34 (6th Cir. 2004);

Jonson v. Comm ssioner, 118 T.C 106, 113 (2002), affd. 353 F.3d

1181 (10th Cr. 2003); Baumann v. Conm ssioner, T.C. Meno.

2005-31. However, the burden of proof issue does not influence
the outcome of this case because our decision is based on the

preponderance of the evidence. See Blodgett v. Conm ssioner, 394
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F.3d 1030, 1035 (8th Gr. 2005), affg. T.C Menp. 2003-212.

Petitioner’s daimfor |Innocent Spouse Relief: Section 6015(b)

Al though the final notice of determ nation did not
specifically nention section 6015(b), we believe that it was
respondent’s intent, as reflected in the report of the Appeals
of fi cer acconpanying the notice, to deny relief under section

6015(b) as well as section 6015(f). See Aranda v. Conm Sssioner,

432 F. 3d 1140, 1144 (10th Gr. 2005) (“We are not concerned with
legalities, but with intent.”), affg. T.C. Meno. 2003-306. W
believe that the omssion in the final notice of determ nation
was a result of careless drafting. Therefore, we review
respondent’s determ nation under section 6015(b) and (f).® To
qualify for relief fromjoint and several liability under section
6015(b), a taxpayer nust establish:

(A) a joint return has been nmade for a taxable
year ;

(B) on such return there is an understatenent of
tax attributable to erroneous itens of 1 individual
filing the joint return;

(© the other individual filing the joint return
establishes that in signing the return he or she did
not know, and had no reason to know, that there was
such under st at enent ;

3Petitioner does not argue that she suffered any prejudice
as aresult of this omssion. The petition seeks this Court’s
revi ew under sec. 6015(b) and (f), and respondent does not
contest such review. However, since we have decided petitioner
is entitled to relief under sec. 6015(b), it is unnecessary for
us to analyze whether petitioner is entitled to relief under sec.
6015(f).
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(D) taking into account all the facts and
circunstances, it is inequitable to hold the other
individual liable for the deficiency in tax for such
taxabl e year attributable to such understatenent; and

(E) the other individual elects * * * the benefits
of this subsection not later than the date which is 2
years after the date the Secretary has begun collection
activities wwth respect to the individual making the
election * * *,
Because these requirenents are stated in the conjunctive, a
requesti ng spouse nmust satisfy each requirenent to qualify for
relief fromjoint and several liability under section 6015(Db).

Alt v. Conm ssioner, supra at 313. Respondent concedes that

petitioner neets the three requirenents of subparagraphs (A,
(B), and (E). Thus, we shall address only the application of
section 6015(b)(1)(C and (D).

1. Section 6015(b)(1)(QO): Know or Reason To Know

A spouse seeking relief under section 6015(b) rmust not have
known or had reason to know at the time of signing a joint return
that there was an understatenent of tax on the return. Sec.
6015(b)(1). The general rule in an om ssion of inconme case is
that the relief-seeking spouse knew or had reason to know of an
understatenent of tax if she knew of the transaction that gave

rise to the understat enent. Erdahl v. Commi ssioner, 930 F.2d

585, 589 (8th Cr. 1991), revg. T.C. Meno. 1990-101; Jonson V.

Conmi ssi oner, supra at 115. However, in deduction cases, the

Court of Appeals for the Eighth Grcuit has adopted a different
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standard, followng Price v. Conm ssioner, 887 F.2d 959 (9th G

1989). Erdahl v. Conm ssioner, supra at 589.

Under this standard, the Court inquires whether a spouse has
reason to know if “*a reasonably prudent taxpayer under the
ci rcunst ances of the spouse at the tinme of signing the return
coul d be expected to know that the tax liability stated was
erroneous or that further investigation was warranted.’” [d. at

590 (quoting Stevens v. Conm ssioner, 872 F.2d 1499, 1505 (11th

Cr. 1989), affg. T.C. Meno. 1988-63). The nore the
relief-seeking spouse knows about a transaction, “‘the nore
likely it is that she will know or have reason to know that the
deduction arising fromthat transaction may not be valid.’” [d.

at 590 n.6 (quoting Price v. Conm ssioner, supra at 963 n.9).

The duty to inquire may ari se when the relief-seeking spouse has
notice that a particular deduction could result in a substanti al
understatenment. 1d. The failure to inquire ““may result in
constructive know edge of the understatenent’”. [d. at 590

(quoting Price v. Comm ssioner, supra at 965). The factors

consi dered in deciding whether the relief-seeking spouse had a
reason to know or a duty to inquire include: *“‘the spouse's

| evel of education, [her] involvenent in famly financial

affairs, the evasiveness or deceit of the cul pable spouse, and
any unusual or lavish expenditures inconsistent with the famly's

ordinary standard of living.”” [d. at 591 (quoting Guth v.
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Conm ssi oner, 897 F.2d 441, 444 (9th GCr. 1990), affg. T.C. Meno.

1987-522).

In applying these factors, we note that petitioner’s
education did not reflect a substantial background in tax or
financial matters. Petitioner’s role in the famly finances was
largely limted to paying the famly expenses. Petitioner
recei ved noney to pay those expenses from M. Canpbell, who
deposited “$100,000 or so” fromhis trading profits every few
nont hs.

Even though petitioner was the technical owner of the Refco
account that generated large profits in 1983, we find that she
was only a nom nee and had no control over the funds in the
account. Petitioner’s only access to the account was fromthe
al l omance she received from M. Canpbell that he deposited in her
personal bank account. Petitioner stated that she never asked
himto deposit any noney. Petitioner was aware that she received
a check issued to her in the amount of $1 million in 1982. Part
of the $1 million was used to purchase the famly home in
Naperville, Illinois. However, M. Canpbell explained in his
testinony that he took the noney out of petitioner’s account to
buy the honme. Petitioner had no involvenent in M. Canpbell’s

trading activities or in particular the London straddle. M.
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Campbel | never discussed the details of his trading activities
W th petitioner.

Further, the totality of the circunstances indicates that
M . Canpbell was evasive about the famly finances. Although the
financial statenents frompetitioner’s Refco account were mail ed
directly to her hone address, M. Canpbell had conplete control
over the cashflow into and out of her account. He treated the
funds in petitioner’s Refco account as available for use in
of fsetting losses in his other trading activities. M. Canpbell
did not consult her when he withdrew $2.6 mllion fromher Refco
account to invest in the London straddle. In addition, M.
Campbel | failed to informpetitioner that their accountant warned
himthat the loss resulting fromthe London straddl e woul d be
disallowed. We find that M. Canpbell’s act of depriving
petitioner of the benefit of the noney earned in her account and
using it to finance a tax-notivated transaction w thout informng
her anounts to evasive conduct.

We next address the issue of whether there is evidence of
any substantial unexplained inprovenent in the famly's standard
of living. Petitioner did not benefit fromthe underreported
inconme. The noney invested into the London straddle from
petitioner’s account was never returned to her. There is
evi dence that the Canpbells’ lifestyle began to deteriorate in

1983, and it continued to do so over the next decade. Because of
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M. Canpbell’s subsequent difficulties in the futures narket, the
Canmpbel |l s were conpelled to nove froman affluent area of the
Chi cago suburbs to a rural area in Mssouri, substantially
downgradi ng their standard of living. Petitioner was forced to
strip her retirement account and borrow noney from her nother to
pay for her husband s $100, 000 settlenment with the IRS. Al of
these factors point to the conclusion that the Canpbells’
standard of |living deteriorated, rather than inproved, after the
London straddl e.

Taking all the facts and circunstances into consideration,
we hold that petitioner did not have actual know edge of the
London straddle. @Gven this holding, we nust deci de whether a
reasonably prudent taxpayer in petitioner’s circunstances had
reason to know that the deduction was false or a duty to inquire
about the deduction on the return.

We concl ude that petitioner did not have reason to know
about the fal se deduction. Petitioner has established that she
had no know edge of the underlying transaction that gave rise to
t he deficiency. She was not involved in M. Canpbell’s business
affairs, she did not know about the London straddle, and she did
not know that M. Canpbell financed the London straddle with

nmoney taken from her account. W believe that petitioner’s
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status as a nomnee with no control over the funds in the account
di ssoci ates her fromthe London straddle.

As stated previously, petitioner did not derive a
significant benefit fromthe gains in her account. Mst of
petitioner’s $3.5 mllion gain in 1983 was used by M. Canpbell
to offset the | osses he sustained in Refco Foods Too. The noney
invested in the London straddl e was never returned to petitioner.
As a result of the London straddle transactions, petitioner |ost
access to $2.6 mllion in her Refco account, and there is no
evi dence that petitioner benefited fromthe $314,000 tax refund
the Canpbells received fromtheir 1983 taxes.

Further, the London straddle was a series of sophisticated
transactions that |ooked legitimte on paper. A reasonable
person with petitioner’s educational background, devoid of any
speci fic know edge in options trading, could not be expected to
di scover that the trades were fictitious. It took a conplex
Federal investigation to figure out that the trades were not
legitimate. As the Court of Appeals for the Second Circuit
comented when it considered the status of a spouse whose husband
invested in a transaction designed as an incone tax shelter:
“‘“ITcourts] recognize that in the bewildering world of tax shelter
deductions, few experts, |let alone |aypersons, easily discern the
di fference between a fraudul ent schene and an exceptionally

advant ageous | egal | oophole in the tax code.’” Resser V.
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Comm ssi oner, 74 F.3d 1528, 1537 (7th G r. 1996) (quoting

Fri edman v. Comm ssioner, 53 F.3d 523, 525 (2d G r. 1995), affg.

in part and revg. in part T.C. Meno. 1993-549), revg. and
remanding T.C. Meno. 1994-241. Therefore, petitioner had no
reason to suspect that the | osses associated with the London
straddle were fictitious.

Respondent argues that petitioner had a duty to inquire.
First, respondent inplies that the | arge deduction on the return
shoul d have caused petitioner to inquire as to the source of the

deduction. Citing Haynman v. Conm ssioner, 992 F.2d 1256, 1262

(2d Gr. 1993), affg. T.C. Meno. 1992-228, respondent asserts
that “it is well established that a spouse cannot be relieved of
l[tability by turning a blind eye to dramatically | arge deductions
fully disclosed on the returns which would put the spouse on
notice that further inquiry would be needed.”

In the Court of Appeals for the Eighth Crcuit, the court to
which this case is appeal able, the presence of |arge deductions,
standing alone, is not sufficient to trigger a duty of inquiry;
it is a factor that nmay be considered in the totality of the

circunstances.* See Erdahl v. Conmi ssioner, 930 F.2d at 591.

Therefore, we nmay not inpose a duty to inquire based solely on

“We are bound by the Court of Appeals for the Eighth
Circuit’s view because of the Golsen rule. See (ol sen v.
Comm ssioner, 54 T.C. 742 (1970), affd. 445 F.2d 985 (10th G r
1971) .
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the | arge deductions contained in the return. The return was
prepared by a professional C. P.A , and petitioner had no reason

to question its correctness. See Price v. Comm ssioner, 887 F.2d

at 963; Shea v. Commi ssioner, 780 F.2d 561, 566 (6th Cr. 1986),

affg. in part and revg. in part T.C. Meno. 1984-310; Padgett V.

Comm ssioner, T.C. Meno. 1987-130 (noting the conplexity of the

tax information and concluding that neither the spouse nor *any
reasonabl e person under her circunstances” could have anal yzed
the transactions w thout “a sophistication in tax return
preparati on which she did not have * * * and shoul d not be
expected to have”). Further, petitioner has no background in
options trading. Even if she had reviewed the return, a |large
trading | oss would not have raised a red flag because the nature
of her husband s option tradi ng business was to | ose and gain
mllions of dollars at a tine.

Respondent argues that petitioner had a duty to inquire
because the Canpbells paid no tax for 1983 and received a refund
of $314,229. We disagree. Because of the conplexity of the
transactions at issue and the fact that M. Canpbell took
petitioner’s noney w thout her know edge, we woul d not expect her
to realize that M. Canpbell was taking aggressive tax | osses

agai nst the gains in her account. See Resser v. Conm Ssioner,

supra at 1538 (noting that “traders in highly volatile

instrunments [coul d] expect to have large realized gains or |osses
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fromyear to year, and thus experience sone years with | arge
taxes or others with no tax”).
Accordingly, we hold that petitioner did not have reason to
know t hat the London straddl e deduction was illegitinmate,
nor did she have a duty to inquire into the presence of the
deduction on the 1983 incone tax return.

2. Section 6015(b)(1)(D): | nequity

We take into account all the facts and circunstances in
deciding whether it is inequitable to hold the relief-seeking
spouse |liable for a deficiency. Sec. 6015(b)(1)(D). Because
this requirenent is simlar to the requirenent of former section
6013(e)(1) (D), cases interpreting that former section such as

Erdahl v. Conm ssioner, 930 F.2d 585 (8th Cr. 1991), remain

instructive to our analysis. Butler v. Conm ssioner, 114 T.C

276, 283 (2000). The material factors nost often cited and

consi dered are whether there has been a significant benefit to
the spouse claimng relief and whether the failure to report the
correct tax liability on the joint tax return results from
conceal ment, overreaching, or any other wongdoing on the part of

the other spouse. At v. Comm ssioner, 119 T.C at 314; Jonson

v. Comm ssioner, 118 T.C. at 119. Normal support is not

considered a significant benefit. Jonson v. Conm Sssioner, supra

at 114.
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W have al ready stated why we believe petitioner did not
benefit fromthe London straddle. She |ost access to $2.6
mllion in her account, and she never saw that noney again. As
we have noted, the Canpbells’ lifestyle significantly declined
after 1983, and they were forced to nove because of M.
Canmpbell’s m sfortunes in the options tradi ng business.

Further, we believe inposing a tax liability of nore than
$2.8 million as a result of a disallowed transaction of which
petitioner had no actual or constructive know edge woul d be
extrenely inequitable. Despite M. Canpbell’s recent success in
his trading, we believe that petitioner would suffer severe
econom ¢ hardship if she faced such a liability. She is in her
sixties with a limted nunber of working years. She has only a
smal | retirenment account, her hone, and a 1993 Ford expl orer.

Respondent argues that it is not inequitable to hold
petitioner solely liable for the deficiency because the $3.5
mllion sheltered by the London straddle was attributable to her.
Respondent further suggests that petitioner msled himduring the
Appeal s process because she did not explicitly tell himthat the
account generating the gain sheltered by the London straddle
deduction bel onged to her. W disagree.

We have found that petitioner’s involvenent in the Refco
account was in her capacity as a nomnee only. M. Canpbell

stated that his friends at Refco opened the account for her.
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Further, petitioner has credibly established that she was not
involved in the trading associated with the account, nor did she
have control of any of the funds in her account. W therefore do
not find her nom nal ownership significant in any aspect of this
case. Perhaps petitioner could have been nore forthcom ng, but
petitioner did not m slead respondent and correctly enphasi zed
that it was M. Canpbell’s trading activities that generated the
clainmed |l oss fromthe London straddl e.

Accordingly, we find that it would be inequitable to hold
petitioner liable for the deficiency in this case.
Concl usi on

Petitioner is entitled to relief under section 6015(b) since
t he preponderance of the evidence indicates that she satisfied
the requirenents therein.

To reflect the foregoing,

Deci sion will be

entered for petitioner.




